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LIBOR, the acronym for London Interbank Offer Rate, is the global reference rate for unsecured short-term borrowing in 
the interbank market. 

It acts as a benchmark for short-term interest rates

It is the world's most widely used benchmark for short-term rates, but its era of influence is slated to end by 2022. 

Some $200 trillion to 
$300 trillion in 

mortgages, consumer 
loans, corporate debt, 
derivatives and other 
financial instruments 

reference LIBOR

LIBOR will be gone by the end of 
2021. It will be substitute by a new 

rate—the Secured Overnight Funding 
Rate, or SOFR—which is a median of 
rates that market participants pay to 
borrow cash on an overnight basis, 

using Treasuries as collateral.

WHY?
Source: Morgan Stanley , as of Nov 2020



Why replace LIBOR?
Outdated process: to calculate Libor, each day a group of large banks, known as panel banks, report their funding rates to 
the Intercontinental Exchange Benchmark Administration (IBA). The problem is that significant decline in sample size for 
calculating LIBOR since the 2008 financial crisis. 

Methodology: LIBOR rates represent the average cost of funds for select large banks. Spreads may vary between banks, 
specially during difficult times. 

What Is LIBOR’s Replacement?
SOFR (Secured Overnight Funding Rate) which is based on transactions in the U.S. Treasury repurchase, or repo, market, 
where banks and investors borrow or lend Treasuries overnight. Differently than Libor, SOFR doesn’t contain a premium for 
a bank’s credit and it’s expected to follow monetary policy rates on an average basis. Source: Federal Reserve. 

What is the difference between LIBOR and SOFR ?
Libor is an average rate of different terms, while SOFR is a daily rate. 
Libor cost of fund is an informed number, while SOFR is the factual transaction
Libor is a cost of fund of a bank, while SOFR is a risk free rate as uses US treasures as collateral. 



Replacements for 
LIBOR Globally

Source: Federal Reserve. As of November 2020



Practical Example

Credit Spread Adjustment. 

3 months Libor + 1.00% = 1.205% total rate

Currently, the United States SOFR Secured Overnight Financing Rate is 0.10%

With all things equal, adjusting the compound  rate, the hypothetical spread should be adjusted to 1.105%. 

ü Spreads will reflect credit market conditions (underlying risks, credit quality, term, rank, collateral, liquidity, etc). 

ü Historically, financial markets are efficient in pricing risks.

For illustrative purposes only Source: Bloomberg. As of Nov 9, 2020



Risks

ü Volatility: pay attention to price changes
ü Operational: make sure your systems are ready for new fields
ü Financial: make sure you are fully hedged in case this is your policy
ü Legal:  check “fallback" clauses in all new contracts (example at the end)

Opportunities

ü Arbitration: initial spreads may not reflect the issuer quality
ü Re-pricing: using risk free as based, fundamentals will be better priced



Practical Example

BAC Float 02/05/26 Corp

Benchmark       US0003M = 0.205 
Fix Frequency    Quarterly
Margin     +77          
Reset Days Prior:   2
Next Coupon Date 02/05/2021
Prev Coupon Date 11/05/2020
Indicative Price: 100.50
Yield: 0.85%

Valuation: 0.20 + 0.77 = 0.975% (???)

Is the bond expensive?

Practical Example

BAC Float 02/05/26 Corp

Benchmark       SOFR  = 0.08 
Fix Frequency    Quarterly
Margin     +77          
Reset Days Prior:   2
Next Coupon Date 02/05/2021
Prev Coupon Date 11/05/2020

Valuation: 0.08 + 0.77 = 0.85%

Does it look as a fair price?
Source: Bloomberg
ISIN: US06051GHB86
As of Nov 9, 2020For illustration purposes only. The above should not be viewed as a recommendation to buy, sell or take any other course of action. 



Prospectus Language

“The base rate may be one or more of the following:
• the federal funds rate, in which case the debt security will be a “federal funds rate note”;
• the London interbank offered rate, in which case the debt security will be a “LIBOR note”;
• the euro interbank offered rate, in which case the debt security will be a “EURIBOR note”;
• the prime rate, in which case the debt security will be a “prime rate note”;
• the treasury rate, in which case the debt security will be a “treasury rate note”; or
• any other interest rate formula as may be specified in the applicable supplement.

The interest rate for a floating-rate note will be determined by reference to:
• the specified base rate based on the index maturity;
• plus or minus the spread, if any; and/or
• multiplied by the spread multiplier, if any.

A floating-rate note also may be subject to:
• a maximum interest rate limit, or ceiling, on the interest that may accrue during any interest period;
• a minimum interest rate limit, or floor, on the interest that may accrue during any interest period; or
• both.

Source: Bank of America Prospectus. 
ISIN: US06051GHB86
As of Nov 9, 2020



Prospectus Language

“Accrued interest on a floating-rate note is calculated by multiplying the principal amount of a note by an accrued interest 
factor. This accrued interest factor is the sum of the interest factors calculated for each day in the period for which accrued 
interest is being calculated. Unless we specify otherwise in the applicable supplement, the daily interest factor will be 
computed on the basis of:

• a 360-day year of twelve 30-day months if the day count convention specified in the applicable supplement is “30/360”;
• the actual number of days in the relevant period divided by 360 if the day count convention specified in the applicable 

supplement is “Actual/360”; or
• the actual number of days in the relevant period divided by 365, or in the case of an interest payment date falling in a 

leap year, 366, if the day count convention specified in the applicable supplement is “Actual/Actual.”
• for treasury rate notes, on the basis of the actual number of days in the relevant period divided by 365 or 366, as 

applicable.”

Source: Bank of America Prospectus. 
ISIN: US06051GHB86
As of Nov 9, 2020



Useful Links: 
Transition from LIBOR, ARRC – The Alternative Reference Rates Committee. 
Retrieved from www.newyorkfed.org/arrc/sofr-transition

USD LIBOR transition to SOFR, PwC. Retrieved from 
www.pwc.com/us/en/industries/financial-services/images/pwc-usd-libor-
transition-to-sofr-making-it-happen.pdf

Transitioning Libor: What it means for investors, Morgan Stanley. Retrieved from 
www.morganstanley.com/ideas/libor-its-end-transition-to-sofr

https://www.newyorkfed.org/arrc/sofr-transition
http://www.newyorkfed.org/arrc/sofr-transition
https://www.pwc.com/us/en/industries/financial-services/images/pwc-usd-libor-transition-to-sofr-making-it-happen.pdf
http://www.pwc.com/us/en/industries/financial-services/images/pwc-usd-libor-transition-to-sofr-making-it-happen.pdf
https://www.morganstanley.com/ideas/libor-its-end-transition-to-sofr
http://www.morganstanley.com/ideas/libor-its-end-transition-to-sofr


Important Disclaimer

EFG Capital International Corp (“EFG Capital”) is a U.S. Securities and Exchange Commission (“SEC”) registered broker-dealer and member of the Financial Industry Regulatory Authority (“FINRA”) and the 
Securities Investor Protection Corporation (“SIPC”).   None of the SEC, FINRA or SIPC, have endorsed this document or the services provided by EFG Capital.  Securities products are offered by EFG Capital 
and asset management services are offered by its affiliate, EFG Asset Management (Americas) Corp (“EFGAM Americas”).  EFG Capital and EFGAM Americas are affiliated by common ownership and 
maintain dually associated personnel.  

The information contained in this document have been gathered from public sources believed to be reliable, but do not guarantee the accuracy or completeness of such information, and assume no 
liability for damages resulting from or arising out of the use of such information.   Although the information contained in this document has been obtained from sources believed to be reliable, EFG Capital 
does not make any representations or warranties as to its accuracy.  Such information may be outdated, inaccurate or incomplete. The information provided in this document is inherently subject to 
change and is not intended to represent the complete terms and conditions of any product or service. EFG Capital and its affiliated entities shall  not be responsible for the consequences of reliance upon 
any opinion and/or statements contained herein and expressly disclaim any liability, including incidental or consequential damages, arising from any errors or omissions. EFG Capital makes no 
representation as to the suitability of the information, opinions, or securities and financial instruments mentioned in this presentation. 

Historical data on the performance of any investment product in this document is no indication for future performance. This document and the information presented shall not be construed as a 
guarantee of dividends, coupon payments or creditworthiness of any issuer. Economic and market conditions change over time, and past conditions are not necessarily a reliable indicator of future 
conditions or investment opportunities. In this same regard, past performance of a particular product does not guarantee its future performance, and the value of investments and the income derived 
from them can fall as well as rise. Investment products may be subject to risks including, not limited to, currency exchange and market risks, fluctuations in value, liquidity risk and, where applicable, 
possible loss of principal invested.  

This material is intended to facilitate your discussion with your respective EFG Capital Client Relationship Officer ("CRO") as to the opportunities available and is not to be used as a general guide to 
investing, or as a source of any specific recommendation, and makes no implied or expressed recommendations concerning the manner in which clients’ accounts should or would be handled, as 
appropriate strategies depend on each client’s investment objectives and risk tolerance, amongst other areas.  This document does not constitute an offer or solicitation with respect to the purchase or 
sale of any security in any jurisdiction in which such an offer or solicitation is not authorized or to any person to whom it would be unlawful to make such an offer or solicitation.


